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A Critique of “Catch-Up” Theories
of Development

Paul Burkett* and Martin Hart-Landsberg**

[Abstract: The Asian crisis has rekindled the debate between advocates of neoliberalism, left-
wing neoliberalism, and developmental-statism over the best institutions and policies for achiev-
ing economic development. However, this debate continues to generate far more heat than
light. One reason is that, despite their alleged differences, all three mainstream theories share
a common conception of development as “catch-up.” A second and even more important rea-
son is that this shared conception is seriously flawed because of its technological determinism
and uncritical stance towards capitalist relations of wage-labor and competition. A Marxist
perspective on development dynamics is superior because it recognizes the contradictions of
capitalist development and can therefore inform (and be informed by) the ongoing struggles
of workers and communities for new development alternatives on national, regional, and glo-
bal levels.]

Those economists who promoted capitalism as an engine for Third World development
increasingly found themselves forced by circumstances to look to East Asia to find
support for their position. While many countries in both Latin America and Africa also
enjoyed rapid growth during the 1960s and 1970s, the leading East Asian countries
were among the only ones to continue to grow during the 1980s and the first half of the
1990s. As a result, East Asia became the main supplier of development strategies for
the entire Third World.

There was, however, a fierce disagreement between two groups of mainstream
economists over the institutions and policies that were responsible for East Asia’s eco-
nomic success. Neoliberals, the largest group, argued that free-market, free trade poli-
cies were responsible for the region’s rapid growth and industrial transformation. They
therefore advocated that other countries adopt similar policies. Developmental-statists,
a smaller but increasingly influential group, argued that East Asia’s success was the
result of effective state direction of economic activity, As a result, they advocated that
other countries adopt policies to promote the planning and policy implementation ca-
pacities of their respective states.

The late 1990’s economic crisis in East Asia surprised economists in both groups.'
Most responded by continuing to defend their original policy recommendations while
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modifying their explanations of the development process in an effort to explain the cri-
sis. However, the crisis also gave rise to a new group: left-wing neoliberals. This group
advocales largeted stale actions o overcome specific market failures, while simulta-
neously endorsing the fundamental importance of market relations and competition.

In this article we seck to critically examine the post-crisis theorizing of neoliberals,
left-wing neoliberals, and developmental-statists. We argue that the theoretical differ-
ences among these three groups are not as great as commonly assumed. The reason is
that they all share a common understanding of development as a “catch-up™ process in
which less developed countries take advantage of the technological paths previously
forged by more developed countries. Their differences are largely confined to disagree-
ments over the factors determining both the potential for catch-up and its uneven real-
ization in different countries and regions.

More importantly, we also argue that this shared conception of developmental catch-
up is seriously flawed because it is both technological-determinist and completely un-
critical towards capitalist relations of wage-labor and competition. Indeed, the catch-up
vision, in all its mainstream variants, simply presumes that the primary role of working
people and their material and social conditions is to serve as instruments and vehicles of
capital accumulation and economic growth. Given this common evaluative core, it is
impossible for the mainstream debate to generate human-developmental visions and strat-
egies that adequately recognize the needs and capabilities of workers and communities.

A radically different perspective is therefore needed not only to understand the
basic forces underlying uneven development, but also to bring in the human-social
factor at the ground level of development theory in non-instrumental and politically
resonant fashion. A Marxist, class-analytic approach can provide such a perspective,
but only if it is formed through a critical engagement with the day-to-day struggles of
workers and communities on national, regional, and global levels.

Section I outlines the basic conception and evolution of theories of developmental
catch-up, including the allied notions of social capability and social capital. Section II
offers a critical evaluation of these theories. Section III highlights the ways in which
mainstream theorizing about East Asian development remains rooted in notions of “catch-
up,” thereby undermining its general usefulness for working people. The concluding
Section IV sketches an alternative, Marxist conception of development as both process
and vision, one that can be useful precisely because it is centered en the needs and
capabilities of workers and communities as they develop through struggles in and against
capital accumulation and competition.

Development as “Catch-Up”

While a full history of “catch-up” theories of development is beyond the scope of this
article, it is worth noting that such theorizing has been a natural accompaniment to the
uneven origins and development of capitalism on a global scale. From Germany (List),
to the Soviet Union (Preobrazhensky and later Stalin and Kruschev), to Japan (Akamatsu),
development projects in “latecomer” countries were largely shaped by existing theo-
retical and ideological understanding of the “requirements” for emulating and surpass-
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ing the industrialization experiences of countries where capitalism was relatively de-
veloped. Interest in the catch-up process was further stimulated in the post-World War
11 period by political decolonization and the revolution of rising Third World economic
expectations.

Given the historical variegation of catch-up approaches, we limit our discussion to
three formulations. The first two are influential meta-theoretical constructs: those of
Gerschenkron (1962) and Abramovitz (1986). The third is a more recent, World Bank
promoted attempted synthesis of these two formulations. Our goal is a summary pre-
sentation of catch-up “thinking” that creates a framework for our later examination of
the leading mainstream attempts to explain East Asia’s growth and crisis.

Gerschenkron: Development and “Relative Backwardness”: Drawing upon the nine-
teenth and early twentieth century experiences of European countries, Alexander
Gerschenkron found that “The typical situation in a backward country prior to the ini-
tiation of considerable industrialization processes may be described as characterized by
the tension between the actual state of economic activities in the country and the exist-
ing obstacles to industrial development, on the one hand, and the great promise inherent
in such a development, on the other” (1962, p. 8). He concluded that given this state of
backwardness, catch-up has generally required a process of growth that by necessity
has been different from that followed by the already advanced countries. Moreover, the
differences are greater, the greater the gulf in development.

In particular, catch-up has generally required the establishment of firms operating
at a scale sufficiently large to take advantage of modern technology and economies of
scale; the more backward the economy the “more pronounced was the stress in its in-
dustrialization on bigness of both plant and enterprise.” Economic success depended on
more than the scale of individual producing units, however. The rapid formation of
interdependent industrial firms and a supportive infrastructure was also necessary to
ensure the synergies and markets necessary to transform the environment and create the
basis for self-sustaining growth. And, given the existing conditions and the specific
nature of the tasks required, “The more backward a country’s economy, the greater was
the part played [in this process] by special institutional factors designed to increase
supply of capital to the nascent industries and, in addition, to provide them with less
decentralized and better informed entrepreneurial guidance.” Thus the catch-up pro-
cess had its own unique pattern and institutional form that depended on the degree of
backwardness of the country in question. This was also true of the outcome of the
process: “The more backward a country’s economy, the more likely was its industrial-
ization to start discontinuously as a sudden great spurt proceeding at a relatively high
rate of growth of manufacturing output™ (pp. 353-4).

Importantly, Gerschenkron located the potential for the “sudden great spurt” of
industrial growth in the opportunities relatively backward countries had for importing
technologies from more advanced countries:

Assuming an adequate endowment of usable resources, and assuming that the great blocks to
industrialization had been removed, the opportunities inherent in industrialization may be said

to vary directly with the backwardness of the country. Industrialization always seemed the
more promising the greater the backlog of technological innovations which the backward
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country could take over from the more advanced country. Borrowed technology... was one of
the pnmary factors assuring a high speed of development in a backward country entering the
stage of industrialization (p. 8).

Gerschenkron well understood that relative backwardness was not an unqualified
advantage and could in some ways also act as a barrier to industrial catch-up. For ex-
ample, “great delays in industrialization tend to allow time for social tensions to de-
velop and to assume sinister proportions” (p. 28). The backwardness of economic rela-
tions could also worsen labor shortages to the detriment of industry (pp. 9, 17). Perhaps
most importantly, “technological progress and the dominant innovations” in the ad-
vanced countries could adversely “impact upon the industrializing economies of back-
ward countries” (p. 364). Overall, then, Gerschenkron suggests that the “accumulation
of ‘advantages of backwardness’ can, at least at times, be paralleled by an accumulation
of disadvantages of backwardness” (p. 363).

For Gerschenkron, state policy was the single most important factor that could tip
the scales toward the advantages of backwardness (a fact which might account for the
lack of popularity of his analysis among mainstream economists nowadays). In his
opinion, the social environment in an economically backward nation was unlikely to
encourage the kind of risk taking and investment activity necessary to generate and
sustain the industrialization process. Therefore, successful catch-up required activist
policies by a strong state, working alone and through responsive financial institutions,
to develop basic industrial infrastructure, to transfer resources to leading industries,
and to provide these industries with “entrepreneurial guidance” (p. 354). These “ac-
tions by banks and governments in less advanced countries” should be “regarded as...
attemplts to create in the course of industrialization conditions which had not been cre-
ated in the ‘preindustrial’ periods precisely because of the economic backwardness of
the areas concerned”™ (p. 358; emphasis in original).

Abramovitz: Catch-Up and “Social Capability”: Moses Abramovitz (1986) offers
a different explanation of the catch-up process, one that emphasizes the pivotal role of
competitive market forces rather than state actions. His work is based on an analysis of
the experiences of 16 advanced capitalist countries over the years 1870-1979. His start-
ing point was what he called the “simple catch-up hypothesis,” which “asserts that
being backward in level of productivity carries a potential for rapid advance. Stated
more definitely the proposition is that in comparisons across countries the growth rates
of productivity in any long period tend to be inversely related to the initial levels of
productivity” (1986, p. 386; emphasis in original).

This proposition, which assumes that the growth in productivity will lead to a growth
in industrial production and thus a major leap forward in development, is underpinned
by a narrow understanding of technology and the factors that promote its effective transfer
both between countries as well as within a given country. More specifically it assumes
that labor productivity is largely determined by a country’s existing state of technology,
and that in turn is fully expressed by the quality of its capital stock. Abramovitz ex-
plains the underlying premise of this simple theory as follows:

In a “leading country,” to state things sharply, one may suppose that the technology embodied
in each vintage of its [capital] stock was at the very frontier of technology at the time of
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investment. The technological age of the stock is, 5o to speak, the same as its chronological
age. In an otherwise similar follower whose productivity level is lower, the technological age
of the capital stock is high relative to its chronological age. The stock is obsolete even for its
age. When a leader discards old stock and replaces it, the accompanying productivity increase
1s governed and limited by the advance of knowledge between the time when the old capital
was installed and the time it is replaced. Those who are behind, however, have the potential to
make a larger leap. New capital can embody the frontier of knowledge, but the capital it
replaces was technologically superannuated. So — the larger the technological and, therefore,
the productivity gap between leader and follower, the stronger the follower's potential for
growth in productivity; and, other things being equal, the faster one expects the follower's
growth to be. Followers tend to catch up faster if they are initially more backward (pp. 386-7;
emphases in original).

Based on this logic, it follows that “the catch-up process would be self-limiting be-
cause as a follower catches up, the possibility of making large leaps by replacing superan-
nuated with best-practice technology becomes smaller and smaller. A follower’s potential
for growth weakens as its productivity level converges towards that of the leader” (p. 387).

Abramovitz recognized that this simple hypothesis was far from adequate, espe-
cially since it implied that catch-up was a fairly straightforward process. He thus of-
fered both extensions and qualifications. His extensions highlighted ways in which the
acquisition of advanced capital goods could create new avenues for further productiv-
ity gains. For example, the use of more advanced capital goods has the potential to
boost output levels sufficiently to allow for the realization of “scale-dependent techno-
logical progress™ (p. 387). In addition, the technological gains derived from the acqui-
sition of new capital goods could significantly lower the overall costs of capital relative
to labor, thereby leading to an increase in the capital-labor ratio and size of the capital
stock, and thus greater productivity. Finally, the modernization process includes possi-
bilities for advances in technology not directly embodied in the stock of physical capi-
tal (so-called “disembodied technology”).

More relevant to our discussion here are Abramovitz's two qualifications of the
simple catch-up hypothesis. The first involves the role of “tenacious societal character-
istics” in determining “a portion, perhaps a substantial portion, of a country’s past fail-
ure Lo achieve as high a level of productivity as economically more advanced countries.
These same deficiencies, perhaps in attenuated form, normally remain to keep a back-
ward country from making the full technological leap envisioned by the simple hypoth-
esis” (p. 387). Thus, like Gerschenkron, Abramovitz acknowledged the fact that back-
wardness carries its own disadvantages.

Abramovitz uses the term “social capability” to describe a country’s ability to over-
come these productivity-retarding characteristics, and he clearly thinks of social capabil-
ity as a basic element of national catch-up potential. In fact, he believes that social capa-
bility helps explain real-world divergences from the simple catch-up hypothesis. More
specifically, he suggests “that the developments anticipated by that hypothesis will be
clearly displayed in cross-country comparisons only if countries’ social capabilities are
about the same. One should say, therefore, that a country’s potential for rapid growth is
strong not when it is backward without qualification, but rather when it is technologically
backward but socially advanced” (p. 388). In addition, “the evolution of social capability
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connected with catching up itself raises the possibility that followers may forge ahead of
even progressive leaders,” or that “a leader may fall back or a follower’s pursuit may be
slowed” — depending on the precise pattern of endogeneity of social capability (p. 389).

However, as Abramovitz recognizes, “the trouble with absorbing social capability
into the catch-up hypothesis is that no one knows just what it means or how to measure
it” (p. 388). That said, Abramovitz identifies social capability with (1) “technical com-
petence,” as determined, for example, by the quality of a country’s education system;
(2) acountry’s “experience with the organization and management of large-scale enter-
prise;” and (3) the nature of the broader economic system, in particular, its “openness to
competition, to the establishment and operation of new firms, and to the sale and pur-
chase of new goods and services™ (pp. 388-9).

It is noteworthy that Abramovitz drew his notion of social capabilities from the
work of Kazushi Ohkawa and Henry Rosovsky, who introduced it in their study of
Japan's twentieth century economic growth. Among the general factors making up the
“social capability to import technology,” Ohkawa and Rosovsky highlighted “such things
as labor-management relations, entrepreneurship, motivation, and the capacity for group
action” (1973, p. 217). In their view, Japan possessed “specific institutions” covering
these areas that enabled her to effectively “absorb technological and organizational
progress of foreign origin” (p. 219).

These institutions included the zaibatsu system of financial-industrial conglomerates,
as well as the “permanent employment” system in core zaibatsu enterprises. The zaibatsu
system enhanced the scope for “administrative guidance” by government planners (thereby
facilitating the management and coordination of technology importation), and the perma-
nent employment system “gave the Japanese entrepreneur a labor force without incentives
to oppose technological and organizational progress even of the labor-saving type” — a
labor force worth investing in “through, inter alia, on-the-job training” (p. 220).

In fact, in many ways the notion of social capabilities advanced by Ohkawa and
Rosovsky is complementary to the work of Gerschenkron. The latter focused on the
state’s critical role in promoting and guiding the activities of large scale enterprises
while the former focused on the special forms of industrial organization that were com-
patible with such state policy.

Abramovitz, however, redefined Ohkawa and Rosovsky ‘s concept of social capa-
bilities to advance a very different notion of the catch-up process. In his formulation, it
is the free operation of market forces that is most likely to guarantee the competition,
entry and exit, and allocation of resources necessary to assure the effective introduction
and use of more advanced technology.

This market orientation becomes clearer in Abramovitz’s second qualification of
the simple catch-up hypothesis. In this qualification, he introduces the distinction be-
tween catch-up potential and the realization of this potential:

The combination of technological gap and social capability defines a country’s potentiality for
productivity advance by way of catch-up. This, however, should be regarded as a potentiality
in the long run. The pace at which the potentiality is realized depends on still another set of

causes that are largely independent of those governing the potentiality itself (1986, pp. 389-
90: emphasis in original).
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Here Abramovilz has in mind a series of broader economic factors that are likely to
influence the speed and extent of technology transfer between countries and diffusion
within a country. These include: the “facilities for diffusion of knowledge,” including
“international technical communication, multinational corporations, the state of inter-
national trade and of direct capital investment;” the general conditions “facilitating or
hindering structural change in the composition of output, in the occupational and in-
dustrial distribution of the workforce, and in the geographical location of industry and
population;” and the extent to which “macroeconomic and monetary conditions” help
encourage and sustain “capital investment and the level and growth of effective de-
mand” (p. 390). In other words, the chances for successful catch-up will be improved
the more a country is integrated with international markets, has flexible labor markets,
and maintains a stable and capital friendly environment.

After incorporating his extensions and qualifications of the initial catch-up hy-
pothesis, Abramovitz offers the following statement of his own catch-up theory:

Countries that are technologically backward have a potentiality for generating growth more
rapid than that of more advanced countries, provided their social capabilities are sufficiently
developed to permit successful exploitation of technologies already employed by the techno-
logical leaders. The pace at which potential for catch-up is actually realized in a particular
period depends on factors limiting the diffusion of knowledge, the rate of structural change, the
accumulation of capital, and the expansion of demand. The process of catching up tends to be
self-limiting, but the strength of the tendency may be weakened or overcome, at least for lim-
ited periods, by advantages connected with the convergence of production patterns as followers
advance towards leaders or by an endogenous enlargement of social capabilities. (p. 390)

This hypothesis is, according to Abramovitz, capable of accounting for the actual
experience of uneven development among countries — an experience that definitively
rejects the straightforward convergence prediction carried by the simple catch-up theory.?

The World Bank: The “Social Capital” Synthesis: A new formulation of the catch-
up process, based on the notion of “social capital,” has become popular in the develop-
ment literature beginning in the latter half of the 1990s. Promoted by the World Bank,
it represents a limited synthesis of the two previous meta-theoretical formulations, in
which elements of Greschenkron’s perspective on the state have been grafted onto
Abramovitz’s basic framework. This new formulation was largely developed in re-
sponse to the East Asian experience.

The World Bank had long endorsed the basic neoliberal vision of development,
which stressed the importance of market forces in promoting development. However,
by the early-1990s, pressure from developmental-statists and the Japanese government
forced the World Bank to reluctantly acknowledge that East Asian states had played an
important role in their countries’ respective economic success (Wade, 1996). But the
World Bank continued to advance its traditional position that the main reason for East
Asia’s success was that East Asian countries got “the basics right.”

Thus, its widely cited research report, The East Asian Miracle, stated that “private
domestic investment and rapidly growing human capital were the principal engines of
growth.... In this sense there is little that is ‘miraculous’ about the high performing
Asian economies’ record of growth; it is largely due to superior accumulation of physi-
cal and human capital” (World Bank, 1993; p. 5). However, the report also acknowl-
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edged that the developmental-statists had a point in that: “In most of these economies,
in one form or another, the government intervened—systematically and through mul-
tiple channels—to foster development, and in some cases the development of specific
industries” (p. 5).

The World Bank reconciled this tension by noting that East Asian state policies had
been directed towards the right ends: maintaining “macroeconomic stability” and ac-
complishing “the three functions of growth: accumulation, efficient allocation, and rapid
technological-catch-up™ (p. 10). Moreover, these state interventions had been limited to
those that were needed to overcome “a class of economic problems, coordination fail-
ures, which can lead markets to fail, especially in the early stages of development”
(p. 11). In short, the East Asian experience led the World Bank to acknowledge that
because of market failures, selective state interventions might be necessary for success-
ful capitalist development.

However, the World Bank continued to evolve its position on the state. In its World
Development Report 1997, it explained the role of the state as follows:

An effective state is vital for the provision of the goods and services—and the rules and insti-
tutions—that allow markets to flourish and people to lead healthier, happier lives... Many
said much the same thing fifty years ago, but they tended to mean that development had to be
state-provided. The message of experience since then is rather different: that the state is

central to economic and social development, not as a direct provider of growth but as a part-
ner, catalyst, and facilitator. (1997, p. 1)

It went on to point out that while the state may be central to development, there was no
guarantee that it would successfully play its necessary role. In other words, development
failures were likely to result from inappropriate state policies. Thus, “For human welfare
to be advanced, the state’s capability—defined as the ability to undertake and promote
collective actions efficiently—must be increased” (p. 3, emphasis in the original).

Given the nature of this formulation, it appears that the World Bank was borrowing
Abramovitz’s notion of capability to explain why some countries were succeeding in
catching-up and others were not. In doing so, the World Bank was not challenging
Abramovitz’s focus on social capability and competitive markets, but rather broaden-
ing the reach of his theory to acknowledge the existence of market failures and thus the
importance of state policy. This did not mean that the Bank supported a major role for
state intervention. Quite the opposite, its concern was to establish clear limits on state
policy. This was made explicit by the Bank’s explanation that helping states increase
their capabilities means “designing effective rules to check arbitrary state actions and
combat entrenched corruption. It means subjecting state institutions (o greater competi-
tion, to increase their efficiency. It means increasing the performance of state institu-
tions... And it means making the state more responsive to people’s needs” (p. 3).

This framing of the development challenge provided the context for the World Bank
to introduce its theory that development depends on a country's stock of social capital.
According to this theory, popular collective activity is necessary o ensure appropriate
state capacities. But the existence of popular collective activity itsell depends upon a
country’s stock of social capital. More specifically, “The depth and intensity of popular
collective activity obviously differ by social and institutional setting. One explanation for
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these differences lies in ditfering endowments of social capital, the informal rules, norms,
and long-term relationships that facilitate coordinated action and enables people to un-
dertake cooperative ventures for mutual advantage” (p. 114, emphasis in original).

The World Bank argues that social capital can improve state capacity in three ways.
First, “when citizens express their opinions, formally or informally, and press their
demands publicly within the framework of the law,” it reduces the risk that a minority
will dominate state policy-making, and thus minimizes the dangers of corruption. Sec-
ond, where markets are absent, as is the case for most public goods, popular collective
action can reduce information problems thereby lowering transaction costs and im-
proving the production and delivery of public services. And finally, “the emergence of
private and NGO alternatives to public provision can help” overcome limitations in the
ability of the state to meet public needs (p. 116).

The World Bank found this theory increasingly useful for explaining economic
outcomes. In its World Development Report 1999/2000, it acknowledged that although
its basic policy advice to get the fundamentals right remained sound, some countries
that had “followed policies of liberalization, stabilization, and privatization” had “failed
to grow as expected” (2000, p. 16). It concluded that these “development failures pointed
to the importance of institutional structures, competition, and control of corruption” (p.
17). According to the World Bank, East Asia offered an excellent example of this. The
region’s 1997-98 crisis had been caused by corruption and a lack of financial transpar-
ency, or in the terms of the World Bank’s new theory, by a breakdown in East Asian
state capacities due to insufficient social capital.

The World Bank continued to develop its theory, offering a more detailed definition
of social capital and its relationship to development in its World Development Report
2000/2001. According to the Bank, there are three types of social capital: there is bonding
social capital, which represents the ties between “people who share similar demographic
characteristics.” Examples include family members, close friends, and business associ-
ates. There is bridging social capital, which represents horizontal ties between people
from different ethnic and occupational backgrounds but who have comparable economic
status and political power. Then there is linking social capital which “consists of the
vertical ties between poor people and people in positions of influence in formal organiza-
tions (banks, agricultural extension offices, the police)” (2001, p. 128).

There are, of course, relationships between these various forms of social capital. For
example, strong bonding social capital may enable people to create linking social capital.
The World Bank places special importance on this linking capital, since it views it as
representing an avenue for overcoming unbalanced power relations. “The creation of
linking social capital is essential, and external support has often been important in its
emergence. External support—from NGOs and religious organizations, for example—
can help create social capital that increases the voice and economic opportunities of poor
people™ (pp. 129-130). While this refined definition of social capital highlights an im-
portant role for non-state actors, the World Bank still acknowledges the importance of the
state: “The state plays a vital role in shaping the context and climate in which civil soci-
cty organizations operate. In some cases the state can also create social capital” (p. 130).




156 JCA 1322

The World Development Report 2000/2001 also elaborated on the connection be-
tween social capital and development. The Bank’s basic idea is that “Social institutions
affect poverty outcomes... by affecting the productivity of economic assets, the strate-
gies for coping with risk, the capacity to pursue new opportunities, and the extent to
which particular voices are heard when important decisions are being made” (p. 117).
Thus, when discrimination on the basis of gender, ethnicity, race, religion, or social
status exists or when a small minority captures the state and use its policies for its own
advantage, markets will fail to deliver efficient outcomes. According to the World Bank,
only positive social capital can help people overcome these market failures, thereby
promoting a sustainable and equitable development process.

Catch-Up Theory: A Preliminary Balance-Sheet: As we will see below, the three lead-

ing mainstream theories of East Asian development draw heavily on these theories of
developmental catch-up. We therefore lay the groundwork for our critique of them by
first offering a critical assessment of the catch-up literature.

From a political-economic perspective, the outstanding shortcoming of catch-up
theorizing (and here we focus on the two meta-theoretical formulations) is its failure to
treat the history of development as an outgrowth of specifically capitalist relations of
production. The development process is generally reduced to technological advance
mainly in and through the accumulation of physical capital; all human-social phenom-
ena are evaluated in terms of their contribution to, or hindrance of, physical capital
accumulation and technological progress. Moreover, the basic substance of technology,
and the forms of technological change deemed progressive, are uncritically taken as
given and unrelated to capitalism’s fundamental class relations. As a result, the basic
catch-up approach is technolpgical-determinist in the most vulgar sense.

More precisely, by ignoring the historical, social-relational specificity of capitalist
development (including technological development), catch-up theorizing ends up lim-
iting development possibilities to the kinds of capitalist development that have actually
occurred historically. In other words, capitalist relations are treated as natural, perma-
nent relations. This is true even for Gerschenkron, despite his insistence on the specific-
ity of industrial development in relatively “backward” countries.

In Abramovitz’s work, this failure to seriously consider the determinant role of
social relations is reflected in his arbitrary distinction between catch-up potential and
the realization of this potential — with the developmental function of social capability
limited to the former. It is hard to imagine, for example, that a country's educational
system or systems of industrial organization and labor relations are unrelated to the
extent of multinational corporate activity or government macro policies. At the same
time, his grouping of all relevant social conditions under the amorphous category of
social capability itself reflects the a-social, a-historical character of his basic concep-
tion of capital accumulation and technological progress. Accumulation is by its very
essence a social process; it cannot meaningfully be separated from its social context.

However, the profoundly apologetic character of the catch-up approach can only
be fully understood in light of its treatment of “development” as a purely national pro-
cess. Economies are not only conceived of in an a-social fashion (with social phenom-
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ena then brought in as enabling or impeding factors), they are also viewed as synony-
mous with individual countries. Apart from opportunities to obtain technology from
other countries, and Gerschenkron's brief reference to backward country industries fac-
ing competition from more technologically advanced developed country production,
the catch-up approach lacks any meaningful conception of a global economic system of
any kind, let alone of a global capitalist system as it actually germinated and developed
historically. Colonization, slavery and other forms of plunder; the establishment of un-
equal divisions of labor between the developed capitalist centers and the countries be-
ing colonized; the use of debt and “aid” (as well as military force) to solidify these
unequal divisions; the increasing dominance of international production and commerce
by transnational enterprises based in the developed countries — in short, all the elements
of imperialism as an organic system — either have no existence or are treated as positive
opportunities to accelerate the catch-up process.

Moreover, the efforts of individual countries to “catch up” are treated in isolation
from one another, as if international competition does not imply close connections be-
tween some countries’ successes and other countries’ failures — and as if this competi-
tion does not determine the conditions of sustainability of any successes. Without a
global-systemic perspective, there is a great danger of fallacies of composition creep-
ing into any analysis shaped by catch-up theory.

Given its uncritical stance on both national and global capitalist relations, catch-up
theory offers zero space for any positive developmental contribution by popular anti-
capitalist and anti-imperialist struggles. Indeed, with its a_priori, technological-deter-
minist conception of growth and development, it can only treat such struggles as a
disruptive factor — as an indication of social inadequacy or backwardness.

The World Bank's recent attempted synthesis of these mega-theories suffers from
all the above problems. Its concept of social capital is an enlargement but no real im-
provement over Abramovitz’s social capabilities approach. It seemingly encompasses
any social institutions or social relations which, while contributing directly or indi-
rectly to the growth of production, cannot be reduced to the main building blocks of
standard economic theory, namely, atomistic utility-maximizing households and profit-
maximizing firms, and the real and financial assets they have accumulated. But this
conceptualization is quite problematic. As Ben Fine observes,

To deconstruct [social capital] in the crudest way, term by term in reverse order, “capital” has
been defined negatively — by what it is not. It is not tangible, such as physical endowments or
human capital. Rather it is anything connecting individuals that contributes to the economy on
the basis of their individual endowments of non-social capital. By the same token, the “social”
is the set of relations, market or non-market, that connects these individuals with a greater or
lesser degree of imperfection. With these notions of social and capital, their genuine counter-
parts within political economy or social theory — economic structures and tendencies, on the

one hand, and power, stratification, conflict, on the other — can only be incorporated in bas-
tardized or hopelessly eclectic forms (1999, p. 16).

In other words, if real world economies are intrinsically social, down to their very
roots in production itself, any attempt to dichotomize the economic and the social, or physical
and social capital, must run into profound contradictions. “The social can only be added to
capital if it has been illegitimately excluded in the first place” (Fine, 1999, p. 16).}
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The social capital approach also draws upon the work of Gerschenkron, but it does
so in a way that blunts the significance of his contribution. Gerschenkron focused on
macro-level market failures and appropriate macro-level state responses to them. In
contrast, this new theory highlights the importance of micro-level market failures. For
example, it is concerned with the ways that “informational imperfections and asymme-
tries of various sorts, including the presence of transactions costs,” can lead to and
perpetuate various forms of discrimination, resulting in a misallocation of resources
(Fine, 1999, p. 2). In response to these distortions, the World Bank proposes various
micro-level efforts to improve information sharing and institutional transparency through
networks and social alliances. Consideration of the benefits of state directed investment
activity and allocation of capital thus disappears from the discussion.

This refocusing is not very surprising in that the World Bank developed its social
capital theory largely as a political response first to developmental-statists, and then to
the anti-globalization NGO community (Fine, 1999, pp. 12-4). Developmental-statist
explanations for East Asia’s growth forced the Bank to address market failures and the
potentially positive contributions of state activism. But, by gradually shifting the ana-
lytic focus from macroeconomic to microeconomic behavior, the World Bank was able
to avoid any direct engagement with the critical literature generated by developmental-
statists while giving the appearance of incorporating its insights.

Social capital theory has also given the World Bank a new and potentially effective
response to NGO criticisms of neoliberal policies. The theory offers the World Bank a
framework for explaining the economic failure of countries that had followed neoliberal
policies, while simultaneously justifying the wisdom of those same policies. Moreover,
by highlighting the importance of discrimination, monopoly, and corruption as sources
of failure, and praising NGOs as critical vehicles for the creation of vital social capital,
the World Bank appears to have found a way to appropriate the language and thus blunt
the critical perspective of many NGO participants in the anti-globalization movement.

The East Asia Debate as a Family Feud Among Catch-Up Theorists

In what follows we argue that the three major attempts to explain the East Asia experi-
ence (neoliberalism, left-wing neoliberalism, and developmental-statism) share a com-
mon perspective on development that draws heavily on the overarching logic of the
catch-up theories discussed above.® As a result, they suffer from similar flaws, includ-
ing technological determinism and an uncritical stance towards capitalist relations and
imperialism. Their failings highlight the socially impoverished nature of contemporary
mainstream development thinking, about East Asia and more generally.
Neoliberalism: Prior to the 1997-98 crisis, neoliberals basically viewed East Asia’s
rapid growth and industrialization as evidence of the correctness of free-market poli-
cies — especially openness to international trade and investment. In a representative
statement, the World Bank explained in 1995 that “Thailand provides an excellent ex-
ample of the dividends to be obtained through outward orientation, receptivity to for-
eign investment, and a market-friendly philosophy backed by conservative macroeco-



Catch-Up Theoriex 159

nomic management and cautious external borrowing policies” (World Bank, 1995, quoted
in Arize, et al., 2000, p. 2).

In the neoliberal view, the East Asian miracle countries verified the wisdom of
resource allocation along the lines of international comparative advantage, as the rapid
growth of manufactured exports allowed these countries to overcome domestic-market
constraints on the growth of production, thereby attaining the benefits of increasing
returns to scale. The resulting growth of labor productivity enabled real wages to rise
without eroding competitiveness. These effects were enhanced by high rates of saving
and investment, which were in turn supported by stable and noninflationary monetary
and fiscal policies. Also crucial were the region’s generally non-restrictive policies to-
ward foreign capital, as large-scale inflows of manufacturing foreign direct investment
(FDI) from more developed countries brought otherwise inaccessible technologies, fi-
nancial resources, and marketing networks.

In short, the neoliberal pre-crisis interpretation of East Asia was basically a straight-
forward reassertion of the efficacy of free-market policies for achieving developmental
catch-up. This interpretation drew heavily on catch-up theory’s social capability termi-
nology, with neoliberals arguing that conservative macroeconomic policies, reliance on
trade along the lines of comparative advantage, and attractiveness to FDI and other
foreign capital inflows, had created social environments congenial to the importation
and productive assimilation of the technologies needed to compete and win in the world
economy.

As a general conception of East Asia’s development, neoliberalism was never very
accurate, mainly because it downplayed the crucial role of state industrial policies,
especially in South Korea and Taiwan (not to speak of Japan). However, in Thailand,
Indonesia, and Malaysia — the ASEAN-3 — economic policies did somewhat more closely
approximate the neoliberal ideal, at least with regard to the degree of openness to for-
eign investment. This was particularly true after the early 1990s, when the ASEAN-3
took further steps to liberalize their international financial transactions, having already
greatly liberalized their FDI regimes in the 1980s. Even South Korea implemented
significant financial liberalization measures beginning in the early 1990s (Burkett and
Hart-Landsberg, 2000a, p. 174; Hart-Landsberg and Burkett, 2001, p. 411). Hence, as
long as rapid growth continued (which was, as it turned out, only as long as short-term
foreign capital continued to pour in), neoliberals felt reasonably secure in their interpre-
tation of the East Asian experience, despite its obvious tension with the realities of
state-activism in the region.

As it turned out, the period during which the East Asian countries (especially the
ASEAN-3) were becoming “more neoliberal” was precisely the period leading up to
the region’s 1997-98 crisis. Given their prior characterization of the East Asian miracle
countries as basically free-market regimes, one might naturally expect that the crisis
would give neoliberals pause to rethink their allegiance to free-market policies. How-
ever, in general this was not the case.

Most neoliberals (along with the capitalist media) quickly embraced a new analy-
sis that blamed the crisis on the infection of the miracle countries by “crony capital-
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ism,” i.e., by corrupt state interference in market processes. Special emphasis was placed
on malfunctions stemming from government controls over both credit-allocation and
sectoral investment priorities (or as it was commonly stated, misguided government
attempts to “pick winners”). Significantly, these neoliberals made little if any attempt
to explain the abrupt rise of crony capitalism in what had been just a short time before
model capitalist economies.

This neoliberal attempt to blame the crisis on crony capitalism fit nicely with the
World Bank’s new theory of social capital that stressed the role of market imperfections
and inadequate state capacities in causing economic failure. For example, the massive
inflow of foreign investment funds which had initially been seen as a justifiable re-
sponse to East Asian adherence to market fundamentals was now explained away as the
result of imperfect information — of foreign investors having been misled by govern-
ments and business spokespeople in the miracle countries. Evidently neoliberal econo-
mists had suffered from the same sleeping sickness as the finance capitalists who poured
billions of dollars into economies now said to be rotted by crony capitalism.*

Similarly, neoliberals began arguing that while state-activist policies might have
promoted growth and industrialization at earlier stages of development, they were no
longer up to the task of closing technological gaps in the increasingly high-tech and
intensively competitive post-Cold War environment. Neoliberalism’s new critique of
East Asian institutions is often expressed in the language of catch-up theory. For ex-
ample, reviewing Gerschenkron's argument for “a major role for the state in investment
decisions,” Crafts (1999) asserts that there are “several downsides to a Gerschenkronian
development strategy:”

First and foremost is that the role of the state degenerates into crony capitalism or plunder by
myopic autocrats. Second, it may be that the institutional structure delivers a lot of investment
but is less good at providing incentives for the efficient use of funds or innovation. . . . Third,
at some later stage, it is likely that the allocative efficiency advantages of freer capital markets
will become much more attractive but the transition to such institutional arrangements may be
fraught with difficulties of preventing moral hazard and eventual financial erisis where bank-
ers and regulators lack the relevant human capital and resources. . . . A fourth possibility is that
the institutions that work so well at the outset eventually become dysfunctional but hard to
change (p. 145).

Crafts is obviously attempting to deflect blame away from short-term financial specu-
lation and toward myopic government autocrats. However, it is hard to take his call for
more effective financial regulation seriously, when it was precisely the absence of regu-
lations that enabled the miracle countries to attract the huge flows of hot money they so
desperately sought. Naturally he provides no economic cost/benefit analysis of the huge
resources required by western-type financial systems (and by their adequate regulation to
prevent crises — something which, by the way, has not been achieved by any country in
the history of capitalism) compared to alternative, more state-administered systems.

Opportunity costs disappear from view for the opportunistic neoliberal trumpeting
of the “allocative efficiency advantages of freer capital markets” — i.e., the determina-
tion of economic priorities, the level of job insecurity, etc. by financial speculators. We
are, noreover, given no reason o believe that cronyism is any less likely or less costly
under a free-market system (e.g., in the bribery of financial regulators, in privatization
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deals, or in the pricing of goods and services formerly provided by government agen-
cies but now contracted out to private enterprises — not (o mention the graft and corrup-
tion endemic to private enterprise itself). Finally, Olson’s (1982) theory of interest group
associations, cronyistic rent-seeking, and economic growth is taken as a natural fact,
when in reality every single one of its main hypotheses has been called into question
both theoretically and empirically (Unger and van Waarden, 1999).

t-Wing Neoli lism: Not all neoliberals accepted the cronyism diagnosis of
the East Asian crisis. Some viewed the crisis as the bursting of a classic speculative
bubble compounded by contagion effects, i.e., by the spread of uncertainty and reduced
confidence among financiers concerning the prospects of a succession of countries. In
this view, the miracle economies were still fundamentally sound (as indicated by high
savings rates and the absence of government deficit problems), even though their growth
had been temporarily derailed by short-term financial instability.

Adherents of this view — including Jeffrey Sachs (1997) and Joseph Stiglitz (1997)
— were quite vocal in their criticism of the contractionary monetary and fiscal policies
(and across-the-board deregulation) initially implemented in the crisis-affected coun-
tries under pressure from the IMF and domestic advocates of neoliberal “reform.” As
they saw it, such policies would needlessly worsen the region’s recessions and currency
crises (it was not clear how cutting off credit to exporters could help maintain output or
improve the balance of payments, for example), without addressing the crying need for
sounder regulation of miracle country financial systems in general and short-term bor-
rowing from foreign lenders in particular. As Stiglitz put it, “our emphasis should not
be on deregulation, but on finding the right regulatory regime to re-establish stability
and confidence” (1997, p. A19). This dissent from within the neoliberal camp provided
a refreshing contrast to the normal neoliberal tendency to support the IMF’s standard
medicine through recessionary thick and thin.

It was Stiglitz who did the most to develop this dissenting position into a coherent
alternative world-view, one that we term left-wing neoliberalism. Indeed, both before
and after his December 1999 ouster from the position of Chief Economist at the World
Bank, Stiglitz openly called for a “new post-Washington consensus™ in development
policy thinking to replace the “old Washington consensus” championed by the IMF, the
U.S. Treasury Department, Wall Street, and hard-core neoliberal economists (Stiglitz,
1998a; Standing, 2000). His proposed new consensus emphasized the need for greater
flexibility in the IMF’s crisis-management policies, and for sound financial regulations.

Stiglitz strongly criticized the dogmatic application of simple monetarist-type models
of inflation, the balance of payments, and output growth. This criticism partly involved
technical issues such as allowance for time lags, asymmetries, and nonlinearities in the
impacts of policy variables on other variables. But it was also based on the need to
place greater weight on full employment and real economic stability (not just price and
short-term financial stability) as policy goals, and to take into account the crucial roles
of confidence, robust financial relationships, and social safety nets in ameliorating cri-
ses and hastening recoveries (Stiglitz, 1999, 2000a). Even more interestingly, Stiglitz
called for greater sensitivity to specific national and regional conditions. He castigated
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the standard IMF practice of flying a team of outside “experts” into crisis-affected
countries and having them formulate policy prescriptions based on the simple applica-
tion of a priori models to time-series data — with both models and data containing little
institutional content (Stiglitz, 2000b; Komisar, 2000).

Although Stiglitz has not actively promoted the World Bank’s new social capital-
based theory of development, his past and present work on market imperfections were
certainly part of the intellectual environment that the World Bank drew upon in develop-
ing it. Moreover, while Stiglitz seeks to define his own post-Washington consensus, it
appears that the general thrust of his work fits well within the broader social capital frame-
work. As Fine notes: “The proposal for a post-Washington economic consensus from
Stiglitz has social capital as its exact social and political counterpart. It builds up from the
micro to the macro from notions of civil, as opposed to market, imperfections and with the
potential for non-market improvements with impact upon the market” (1999, p. 10).

In fact, Stiglitz has discussed the challenges of development in ways that echo the
World Bank’s notion and use of social capital. For example, in a major address outlin-
ing the need for a new development paradigm, he stated that “Another form of capital,
beyand physical capital, human capital, and knowledge, is also essential for a success-

.t transformation: social and organizational capital, which includes the institutions
and relations that mediate transactions and resolve disputes” (Stiglitz, 1998b, p. 29).

According to Stiglitz, there are societies whose organizational and social capital
“may not be of a form that facilitates change.” Unfortunately, while the old form must
be replaced, the “process of development” may lead to their destruction “before new
organizational and social capital is created, leaving the society bereft of the necessary
institutional infrastructure with which to function well.” Sadly, the appropriate “capital
cannot be handed over to a country from outside. It must be developed from within,
even if knowledge from outside about key ingredients can facilitate the creation of this
social/organizational capital.” This requirement may “be the most important constraint
on the speed of transformation.” (p. 29)

This analysis leads Stiglitz to recommend that policy makers concentrate their
energies on “capacity-building” in key areas so as to develop the required organiza-
tional and social capital. These areas include: “The enabling environment for the pri-
vate sector, which includes markets and the legal infrastructure that is necessary for
markets to function well;” “The knowledge environment, which enables new knowl-
edge to be absorbed, adapted to the circumstances of the country, and put to use;” and
“The policy environment, which includes the capacity to make key decisions concern-
ing development strategies.” (p. 30)

Many leftists have become excited by Stiglitz’s attacks on IMF policies, his criti-
cisms of the IMF’s governance by “finance ministers and central bank governors... not
labor unions or labor ministers” (Komisar, 2000, p. 35), his support for workers’ right
to unionize, his expressions of moral sympathy for street-protests against the WTO,
IMF, and World Bank, and his calls for “democratic development™ (Stiglitz, 1998a, pp.
31-3; Komisar, 2000, pp. 35-8). But it is important to be aware of the strict limits of
Stiglitz’s dissent.
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Although his *new consensus” is somewhat more state-activist than the old consen-
sus, Stiglitz argues, in words that sound very similar to those of the World Bank, that “the
government should see itself as a complement to markets, undertaking those actions that
make markets fulfill their functions better — as well as correcting market failures” (1998a,
p- 25). While partly blaming development barriers and malfunctions on market imperfec-
tions (including “implicit collusion™ and “predatory pricing”), he is adamant that “free,
competitive markets and private property” are both “essential to a market economy” (pp.
22, 18). And, while he calls for regulation of destabilizing short-term capital movements,
he remains a strong advocate of FDI inflows as a conduit for the importation and assimi-
lation of technologies by developing countries (Stiglitz, 1997).

Indeed, precisely insofar as he does not embrace the crony capitalism analysis of the
East Asian crisis, Stiglitz still remains wedded to neoliberalism’s pre-crisis interpretation
of East Asia’s development successes. He thus points to the “East Asian economies” as “a
particularly powerful example” of the benefits of “allowing each country to take advan-
tage of its comparative advantage” and of “promoting competition on the export side.”
In short, “trade increases wages and expands consumption opportunities ' (1998a, p. 16).

Stiglitz’s proposed new consensus also maintains the neoclassical dichotomy be-
tween positive (economic) and normative (political) concerns. In his view, it is “the
economist’s task... to describe alternative consequences of different policies,” while the
role of “the political process” is limited to “hav[ing] an important say in the choices of
economic direction” served up by the economist (1998a, p. 5). This is the closest Stiglitz
gets to specifying his notion of “democratic development, in which citizens participate
in a variety of ways in making the decisions which affect their lives” (p. 31). Indeed, the
very fact that Stiglitz poses his preferred theory and policy regime as a (singular) new
“consensus,” based on his own a priori reasoning and experience as head of an interna-
tional capitalist agency, must by definition place very tight limits on the kind of develop-
mental democracy it embodies (Standing, 2000, p. 748). Stiglitz’s normative sympathy
for workers and street-demonstrators certainly does not extend to granting them a direct
role in the envisionment and implementation of development alternatives; such a role
would violate the primacy of private property and market competition.

Developmental-Statism: A small group of economists, working on the fringes of
the mainstream, have directly challenged neoliberalism by emphasizing the role of gov-
ernment industrial policies in the development of South Korea and Taiwan. The close
connection between this developmental-statist approach and catch-up theory is clear
from Alice Amsden’s monumental analysis of South Korea (Amsden, 1989).% Indeed,
Amsden describes her study as a further development of Gerschenkron’s (1962) work
on “late industrialization” — arguing that while Gerschenkron “explored the costs and
benefits of backwardness,... he did not systematically examine catching up as a process
of learning how to compete” (p. 3).

Amsden agrees that late industrialization proceeds “on the basis of borrowed tech-
nology,” but she holds that an adequate analysis of technological catch-up must account
for “the means by which [late industrializers] managed to compete” in international
markets (p. 3). Such an analysis must pay closer attention than Gerschenkron did to the
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disadvantages and contradictions of relative backwardness in an intensely competitive

international environment:
As Gerschenkron (1962) has pointed out, backward countries are fortunate to have a backlog
of technologies to draw upon. Yet Gerschenkron failed to give equal weight to the proposition
that the more backward the country, the harsher the justice meted out by market forces. The
inherent conflicts of the market apply to all users, rich and poor alike. But the conflicts are
sharpest among the least well endowed. Countries with low productivity require low interest
rates to stimulate investment, and high interest rates to induce people to save. They need
undervalued exchange rates to boost exports, and overvalued exchange rates (o minimize the
cost of foreign debt repayment and of imports — not just of raw materials, which rich and poor
countries alike require, but also of intermediates and capital goods, which poor countries
alone are unable to produce. They must protect their new industries from foreign competition,
but they require free trade to meet their import needs. They crave stability to grow, to keep
their capital at home, and to direct their investment toward long-term ventures. Yet the pre-
requisite of stability is growth (p. 13).

“Under such disequilibrating conditions,” Amsden argues, “the state’s role in late
industrialization is to mediate market forces™ (p. 13). In other words, analysis of devel-
opmental catch-up must investigate precisely how states are able to reshape the market
opportunities and constraints faced by enterprises in ways that enhance their techno-
logical capabilities — a process Amsden calls “industrialization through learning.”

Amisden does not limit the state’s role to that of micro-tinkering, but rather follows
Gerschenkron’s treatment of the aggregate “rate of investment [as] an institutionally
determined variable” (Amsden, 1989, p. 99). Like Gerschenkron, she emphasizes “credit
mobilization at the national level” though the nexus of state and banks as the means by
which “the government controlled the pace of industrialization, rather than allowing
market forces to do so” (p. 99).

She shows how, in the South Korean case, a high rate of investment was main-
tained largely through the channeling of large amounts of subsidized credit to industrial
enterprises controlled by the chaebol (large, family-run conglomerates), although state
enterprises played an important leading role in certain sectors (steel and petrochemi-
cals, for example). Indeed, the high leveraging of investments was a central structural
feature of the South Korean development model (cf. Wade and Veneroso, 1998).

Of course, technological catch-up and international competitiveness require more than
high rates of investment. According to Amsden, “the allocation of subsidies has rendered
the government not merely a banker, as Gerschenkron (1962) conceived it, but an entre-
preneur, using the subsidy to decide what, when, and how much to produce” (1989, p.
144). This state-entrepreneurship involved a combination of import-substitution and ex-
port-promotion. Cheap credit and access to protected domestic markets were provided to
favored chaebol enterprises in exchange for achievement of export targets. If an enterprise
failed to meet export targets, the subsidies would be scaled back accordingly.

Using these methods, the South Korean government was able to promote the devel-
opment of internationally competitive production in a succession of new industries —
textiles, shipbuilding, steel, autos, and consumer electronics. These industries success-
fully assimilated technologies obtained through the importation of capital goods, and
through subcontracting, original equipment manufacturing, and licensing agreements with
foreign (mainly Japanese) corporations. Foreign direct investment also played an impor-
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tant, though subsidiary, role, mostly in the form of joint ventures. Such ventures were
particularly important in electronics. More broadly, “Korea's heavy industrial program
was spearheaded by the large Korean chaebols, all of which had close ties with the Japa-
nese conglomerates (or large firms) through joint ventures upon whom they were largely
reliant for technology transfers” (Castley, 1996, p. 37). In Amsden’s view, the South
Korean government’s strong and sophisticated external negotiating stance, and its efforts
to arrange the importation of management and engineering consultants (again mainly
from Japan), were crucial factors in the country’s acquisition of the foreign technologies,
expertise, and capital needed for industrialization (1989, Chapter 4 and passim).

In the terminology of Abramovitz’s (1986) catch-up framework, Amsden’s contri-
bution is to incorporate government entrepreneurship as a crucial (perhaps the crucial)
element of the social capability needed to maximize and realize catch-up potential. In
this respect, Amsden’s analysis clearly overcomes the artificial dichotomy between catch-
up potential and the realization of this potential that afflicts Abramovitz’s schema. For
Amsden, the creation of catch-up potential and its realization are simultaneous, mutu-
ally conditioned parts of a general process of “industrialization through learning.” The
reason is that the ability to flexibly and creatively respond to the opportunities and
challenges posed by international markets is the essence of the learning process and of
the state’s entrepreneurial functions in this process. The state must, for example, achieve
an efficient balance between protecting and nurturing new industries and enterprises on
the one hand, and exposing them to enough (domestic and external) competitive pres-
sures to enhance effort and efficiency on the other (Amsden, 1989, pp. 129-30, 151-2;
Amsden and Singh, 1994).

Given the central role of state-activism in the developmental-statists’ analysis, it is
not surprising that their response to the 1997-98 crisis sharply differed from that of
most neoliberals. Understandably focusing on the crisis in their flagship country, South
Korea, they rejected the crony capitalism hypothesis and blamed the crisis on financial
deregulation and the concomitant erosion of state-entrepreneurship. Financial deregu-
lation led to overborrowing from foreign sources, and the weakening of the state’s sectoral
planning capabilities allowed uncontrolled build-up of excess productive capacity and
declines in profitability in a number of key industrial sectors (automobiles, shipbuild-
ing, steel, petrochemicals, and semiconductors) (Amsden and Euh, 1997; Chang, 1998;
Wade and Veneroso, 1998).

This response was similar to that of left-wing neoliberalism insofar as it called for
sounder financial regulation (especially closer monitoring of, and limitations on, short-
term foreign borrowing); both developmental-statists and left-wing neoliberals pointed
to Taiwan's relative immunity to the crisis under a regime of tighter external capital
controls. But developmental-statists desired financial re-regulation not just to comple-
ment private markets and private competitiveness (as did left-wing neoliberals) but
also as a means of restoring the state’s own entrepreneurial capabilities. However, it is
not clear whether such a restoration is possible given the post-crisis liberalization of the
South Korean economy, including the further deregulation of domestic and external
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finance as well as the loosening of restrictions on FDI inflows and outflows (Hart-
Landsberg and Burkett, 2001, pp. 414-6).

Because it opposes neoliberalism, developmental statism has found a receptive
audience on the left. This is unfortunate not only because of its inadequate response to
the 1997-98 cuisis, but more fundamentally because it shares with neoliberalism the
treatment of workers and communities as passive inputs for an industrialization process
planned by (private or state) capitalists, not as a primary source of development visions.
From the standpoint of catch-up theory in both its neoliberal and its developmental-
statist variants, any efforts by workers to struggle for new kinds of economic develop-
ment can only disrupt the efforts of private or state entrepreneurs to achieve national
economic progress as measured by competitiveness in international markets.

Toward A Worker-Community Centered Approach

As we have seen, the three leading mainstream theories of East Asian development
suffer from serious failings, including their technological determinist nature and un-
critical stance towards capitalist relations of wage-labor and competition. These fail-
ures are due to the fact that these theories are incapable of grasping capitalist develop-
ment as a class-contradictory process. This, in turn, results in their complete exclusion
of workers and their communities (and their struggles) from any constitutive role in the
development process. Of course, this is no accident. Advocates of all three theories
reject the possibility of non-capitalist development alternatives. For them, there is no
alternative (TINA) to capitalist development. We wish to challenge this TINA notion.

When one looks at the global political-economy, one is immediately struck by a para-
dox. Protests against economic globalization and its main institutions (transnational cor-
porations, the World Bank, IMF, and WTO) have never been more persistent and wide-
spread. Yet the notions that socialism is dead, that there are no alternatives to capitalism,
and that all development visions and theories must therefore accept the primacy of the
market and profit-driven production, are now accepted by the overwhelming majority of
development theorists even on the left. Progressive analyses and policy proposals, i.e.,
those concerned with equality, democracy, community, and ecological sustainability, must,
in this view, adapt themselves to a world in which capitalism is unopposed by any sys-
temic alternatives. We feel this whole mindset is misguided and needlessly fatalistic, be-
cause it ignores the fact that capitalism’s own dynamics generates both the need for and
likelihood of worker community struggle and, through it, the envisionment and realiza-
tion of alternative forms of development, or in other words, socialism.

Capitalism is based on the alienation and competitive exploitation of workers and
their material and social conditions. Capital accumulation (the re-investment of profit
made from the production and sale of commodities, in order to make an additional
profit) presupposes that workers are first socially separated from necessary conditions
of production, and then united with these conditions in workplaces controlled by com-
peting (private or state) capitalists. In this way, workers and their conditions are con-
verted into vehicles of money-making, and production becomes anarchically regulated
by market competition.
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The most competitive firms, nations, and regions are those that most successfully
exploit workers and the conditions of production. Stated differently, to succeed in capi-
talist competition is to successfully subordinate human development to the imperatives
of exploitation as mediated by the pressures of the market (which are really pressures
exerted by other competing capitalists). Such competitive successes are not only by
definition ungeneralizable, they also tend to be unsustainable insofar as other compet-
ing capitalists (and other nations and regions) are constantly striving to “catch up” in
the race to intensify exploitation of their own workers and production conditions, and
insofar as any improvements in worker-community conditions in human-developmen-
tal terms contradict the imperatives of profitability and competitiveness.’

Moreover, efforts by competing capitalists to more efficiently exploit their work-
ers (by mechanizing and otherwise intensifying labor, for example) lead inexorably to
overproduction problems that erode the profitability of production. These problems
include the overproduction of investable capital compared to the exploitable labor force
(wage-cost problems), the overproduction of commodities compared to markets that
are ultimately limited by working-class purchasing power (realization problems) and
the overproduction of constant capital (machinery and materials) compared to the sur-
plus-value yielding potential of the wage-labor employed (composition of capital prob-
lems). The resulting declines in profitability set the stage for economic crises — al-
though these crises are often triggered by interruptions of (national and international)
credit flows.

The post-World War II East Asian “miracles,” beginning with Japan, were based
on the intensive exploitation of labor pursuant to the violent suppression of anti-capital-
ist struggles — struggles which had already begun to demonstrate the viability of worker-
community controlled economic systems, especially in Japan and Korea (Burkett and
Hart-Landsberg, forthcoming; Hart-Landsberg, 1993, Chapter 6). The repressive atmo-
sphere was maintained throughout the Cold War period, and both the Cold War and the
Vietnam War provided crucial boosts to capital accumulation in both Japan and South
Korea. Intensive exploitation was evident in the exceedingly long work-times and high
industrial accident rates characteristic of the region’s “miraculous™ economic growth.
To maintain cost competitiveness and labor “flexibility,” women workers were sub-
jected to severe wage and employment discrimination even by normal capitalist stan-
dards — and this abnormal discrimination persists throughout the region to this day.?

The export successes of East Asian countries, and their periodic overproduction
problems, should be seen as symptoms of their high rates of exploitation and the result-
ing imperative to export in order to overcome the restricted purchasing power of their
working classes compared to the growth of productive capacity. As noted by Bell (2001),
this structural export-orientation and latent overproduction in no way implies that ris-
ing wages did not cause additional problems. Once the export-led growth structures
were in place — and this often involved a high dependence on transnational corporate
production and marketing networks — any increase in wages relative to labor productiv-
ity posed a serious competitive threat, especially once China emerged as a competing
force in trade and as a site for manufacturing FDI. All of this is essential background to
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the 1997-98 crisis — a crisis which all mainstream analysts treat mainly as a financial
crisis rooted in faulty policy choices (cronyism or under-regulation) rather than in the
fundamental class relations structuring East Asian capitalism. In the Marxist view
sketched here, by contrast, the crisis is seen as an organic outgrowth of the region’s
prior successes (Burkett and Hart-Landsberg, 2000a, Parts Two and Three).

Our optimism about socialist possibilities arising from capitalist dynamics is based
on more than the natural human tendency to struggle against exploitation in production,
and to contest the conversion of material and social conditions into conditions of money-
making. It is also based on more than the fact that capital accumulation is best realized
through exploitation, hierarchy, and competition, whereas workers’ struggles to im-
prove their conditions (to enhance their human developmental opportunities) are best
realized through cooperation, democracy, and solidarity. That capital (wage-labor) is a
relation of conflict and struggle, and-that workers often forge combinations to defend
their interests, are hardly unknown even to mainstream social scientists. As shown here,
a good part of mainstream development theory is dedicated to showing the disruptive,
inefficient, pathological, or utopian character of such combinations.

What distinguishes the Marxist view of capitalism is its recognition that capitalism’s
own forms of development — the forms required by capital accumulation itself — intensify
the class struggle over the conditions of human development (Burkett, 1999, Chapters
11-13). In order to accumulate in monetary value terms, capital must exploit workers, but
to do so it must develop an evermore complex and universal division of labor, an ever-
more complex technology, an evermore intensive metabolism of social labor with natural
conditions. As a result, the tension between the development and sustainability of pro-
duction as a human-social process on the one hand, and production as a means of com-
petitive money-making on the other, becomes evermore glaring and antagonistic.

It is the intensification of this contradiction between production for profit and hu-
man-social development that makes a cooperative-democratic, worker-community con-
trolled economy evermore imperative as a condition of human development and even
of human survival. Capitalism’s creation of an increasingly complex and universal sys-
tem of production creates a common ground and motivation for all workers and their
communities to envision and struggle for healthier and more sustainable forms of pro-
duction appropriate to their individual and collective self-development. From this im-
perative we draw the conclusions that alternatives to capitalism are both necessary and
possible, and that such alternatives can only be envisioned and forged through worker-
community struggles in and against capitalism on national, regional, and global levels.
It is this socialist imperative that (more-or-less consciously) underlies and powers the
contemporary “anti-globalization” movement in all its forms.

It follows from this perspective that the job of progressive intellectuals is not to
push for reforms that try to make capitalism more efficient, equitable, or democratic,
but rather to develop theoretical and policy visions through critical engagements with
worker and community struggles considered as objectively anti-capitalist struggles. And
all struggles that contest the reduction of human beings and their conditions to vehicles
of competitive money-making are objectively anti-capitalist.
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Out of the highly exploitative and competitive socio-economic soils of the East Asian
miracles have sprouted not only a severe regional economic crisis, but also a groundswell
of popular struggles. These popular movements are contesting the attempts by domestic
and external capital to place the main burden of crisis-and-recovery costs on the backs of
workers through across-the-board wage-cuts, “flexibilization” of employment,
privatizations, and cuts in social expenditures (Burkett and Hart-Landsberg, 2001).

The success of these struggles ultimately depends on the extent to which they chal-
lenge not only neoliberal policies, but also the very institutions (or stocks of “social
capital”) previously hailed by development analysts as keys to the region’s economic
success. In other words, they must contest capitalism itself, not just particular forms of
capitalism (Burkett and Hart-Landsberg, 2000a, Chapter 14). This does not mean we
are neutral on the issue of neoliberal reforms, since these reforms are basically means
of reconstituting capitalism on a more transnationalized basis and as such should be
opposed on straightforward anti-capitalist grounds.

We find some encouraging signs that the struggles of East Asian workers and com-
munities are moving toward the kind of structural orientation sketched above. Across
the region, super-exploited women workers have been at the forefront of both unioniza-
tion battles and struggles to improve the conditions of so-called irregular (part-time or
otherwise contingent) workers. There is also a growing tendency for political democra-
tization demands to be combined with anti-neoliberal and other economic demands,
most clearly in Indonesia but also in Thailand and South Korea. Understandably, how-
ever, working-class struggles in the wake of the crisis have been largely defensive in
nature (Burkett and Hart-Landsberg, 2001). By studying and engaging with these
struggles, left intellectuals and activists can contribute to the creation of economic sys-
tems that put human development and its conditions first.

Notes

1. On the causes and significance of the 1997-98 crisis, see Hart-Landsberg and Burkett (1998), and Burkett
and Hart-Landsberg (2000a). For the contradictions of the subsequent “recovery,” see Burkett and Hart-
Landsberg (2001).

2. See also Crafts (1999, pp. 140-3) and Weeks (2001, pp. 18-27) for strong evidence against the simple
convergence hypothesis.

3. See Fine (2001) for a more detailed overview and conceptual critique of social capital constructs.

4. For more detailed surveys of mainstream views on East Asian development and crisis, see Burkett and
Hart-Landsberg (1998, 2000a, 2000b) and Hart-Landsberg and Burkett (1998, 2001).

5. As should be clear, our own view is that the sudden reversal of neoliberal opinion on East Asia was driven
mainly by opportunism. But this does not rule out the possibility that some neoliberals may have been
genuinely convinced of the basically free-market character of miracle country regimes, due to their failure
to do the difficult work necessary to bridge the gap between their a prion models and the actual institutional
structures of these countries. See Baer, ¢t al. (1999) for some interesting conjectures along these lines.

6. The seminal development-statist study of Taiwan is Wade (1990). See Hart-Landsberg (1993, Chapter 1)
and Burkett and Hart-Landsberg (2000a, pp. 153-6) for comparative discussion of Taiwan and South Korea.

7. An important part of this competitive struggle is the competition for “a limited number of foreign enter-
prises,” under which “countries may compete to attract investment” even though “this subsidy competi-
tion transfers much of the rents to the multinationals” (Haaland and Wooton, 1999, p. 631).

8. See, for example, Monk-Turner and Turner (1994, 2000), Behrman and Zhang (1995), Seguino (1997,
2000), Zveglich, et al. (1997), Gyorgy (1998), and Truong (1999).



170 JCA 332

References

Abramovitz, Moses. (1986) “Catching Up, Forging Ahead, and Falling Behind,” Joumnal of Economic His-
tory. Vol. 46, No. 2, June, pp. 385-406.
Amsden, Alice H. (1989) Asia’s Next Giant: South Korea and Late Industrialization (New York: Oxford
University Press).
and Ajit Singh (1994) “The Optimal Degree of Competition and Dynamic Efficiency in Japan and
Korea,” European Economic Review, Vol. 38, No. 3/4, April, pp. 941-51.
and Yoon-Dae Euh (1997) “Behind Korea's Plunge,” New York Times, November 27, p. A23.
Arize, A.C., P. Chooekawong, and V. Prasanpanich (2000) “Foreign Trade Behavior in Thailand: Stable or Un-
stable?,” American Economist, Vol. 44, No. 2, Fall, pp. 36-45 (quoted from Pro-Quest on-line version).
Baer, Wemner, William R, Miles, and Allen B. Moran (1999) “The End of the Asian Myth: Why Were the
Experts Fooled?,” World Development, Vol. 27, No. 10, October, pp. 1735-47.
Behrman, Jere R. and Zheng Zhang (1995) “Gender Issues and Employment in Asia,” Asian Development
Review, Vol. 13, No. 2, pp. 1-49.
Bell, Peter F. 2001. “The Asian Economic Crisis and the Future of Capitalism,” Critical Asian Studies, Vol.
33, No. 3, September, pp. 446-54.
Burkett, Paul (1999) Marx and Nature: A Red and Green Perspective (New York: St. Martin’s Press).
and Martin Hart-Landsberg (1998) “East Asia and the Crisis of Development Theory,” Jounal of
Qo_n_;_c_mgm&m Vol. 28 No 4, pp- 435 56
______(2000a) Devel gle:
Martin's Press).
______ (2000b) “Alternative Perspectives on Late Industrialization in East Asia: A Critical Survey,” Review
of Radical Political Economics, Vol. 32, No. 2, June, pp. 222-64.
(2001) “Crisis and Recovery in East Asia: The Limits of Capitalist Development,” Historical Mate-
palism, No. 8, Summer, pp. 3-47.
(forthcoming) **Progressive Capitalism, Crisis, and Class Struggle: Lessons from Japan’s Production
Control and Democracy Movements, 1945-47," Capital & Class.
Castley, R.J.Q. (1996) “The Role of Japan in Korea's Acquisition of Technology,” Asia Pacific Business
Review, Vol. 3, No. 1, Autumn, pp. 29-53.
Chang, Ha-Joon (1998) “Korea: The Misunderstood Crisis,” World Development, Vol. 26, No. 8, August, pp.
1555-61.
Crafts, Nicholas (1999) “East Asian Growth Before and After the Crisis,” IMF Staff Papers, Vol. 46, No. 2,
June, pp. 139-66.
Fine, Ben (1999) “The Developmental State is Dead — Long Live Social Capital?,” Development and Change,
Vol. 30, No 1, Januzu'y. pp. 1- 19
al Capital and 2
M]_LLQM (Lnndon Routledge)
Gerschenkron, Alexander. 1962. Economic Backwardness in Historical Perspective (Cambndge Harvard
Unive ( 1998) “Women and Tigers: Effects of Rapid Industrialization on Women in Asia,” Synthesis/
, No. 16, Summer, On-Line Edition.
Haaland, Jan 1. and l:m Wooton (1999) “International Competition for Multinational Investment,” Scandina-
vian Journal of Economics, Vol. 101, No. 4, December, pp. 631-49.
Hart-Landsberg, Martin. 1993. The Rush to Development: Economic Change and Political Struggle in South
Korea (New York: Monthly Review Press).
___ and Paul Burkett (1998) “Contradictions of Capitalist Industrialization in East Asia: A Critique of
‘Flying Geese' Theories of Development,” Eggugmlgg_gggmhy Vol. 74, No. 2, April, pp. 87-110.
(2001) “Economic Crisis and Restructuring in South Korea: Beyond the Free Market-Statist De-
bate,” Critical Asian Studies, Vol. 33, No. 3, Seplcmber pp. 403-30.
Komisar, Lucy (2000) “An Interview with Joseph Stiglitz,” The Progressive, June, pp. 34-8.
Monk-Turner, Elizabeth and Charlie G. Turner (1994) “South Korean Labor Market Discrimination Against
Women: Estimating Its Cost,” American Journal of Econormics and Sociology, Vol. 53, No. 4, Octo-
ber, pp. 433-42.

ia (New York: St.




Catch-Up Theories 171

(2000) “The Relative Pay of Men and Women in South Korea,” Joumnal of Asian Economics, Vol. 11,
No. 2, Summer, pp. 223-36.

Ohkawa, Kazushi and Henry Rosovsky (1973) Japanese Economic Growth: Trend Acceleration in the Twen-
tieth Century (Stanford: Stanford University Press).

Olson, Mancur (1982) The Rise and Decline of Nations. New Haven: Yale University Press.

Sachs, Jeffrey D. (1997) “The Wrong Medicine for Asia,” New York Times, On-Line Edition, November 3.

Seguino, Stephanie (1997) “Gender Wage Inequality and Export-Led Growth in South Korea,” Journal of

ies. Vol. 34, No. 2, December, pp. 102-32.

(2000) “The Effects of Structural Change and Economic Liberalisation on Gender Wage Differen-

tials in South Korea and Taiwan,” Cambridge Joumal of Economics, Vol. 24, No. 4, July, pp. 437-59.

Standing, Guy (2000) “Brave New Worlds? A Critique of Stiglitz's World Bank Rethink,” Development and
Change, Vol. 31, No. 4, September, pp. 737-63.

Stiglitz, Joseph (1997) “How to Fix the Asian Economies,” New York Times, October 31, p. A19.
(1998a) “More Instruments and Broader Goals: Moving Toward the Post-Washington Consensus,”
The 1998 WIDER Annual Lecture, World Institute for Development Economics Research, Helsinki,
Finland, January 7 (internet copy).
(1998b) “Toward a New Paradigm for Development: Strategies, Policies, and Processes,” Prebisch
Lecture, UNCTAD, Geneva, October 19 (intemet copy).
(1999) “Responding to Economic Crises: Policy Alternatives for Equitable Adjustment and Recov-
ery,” Manchester School, Vol. 67, No. 5 (Special Issue on “Aspects of the Asian Crisis”), pp. 409-27.

(2000a) “Conclusions,” Economic Notes, Vol. 29, No. 1 (Symposium on “The East Asian Crisis:

Lessons for Today and Tomorrow™), pp. 145-51.

(2000b) “What I Learned at the World Economic Crisis,” The New Republic, April 17, pp. 56-60.

Truong, Thanh-Dam (1999) “The Underbelly of the Tiger: Gender and the Demystification of the Asian
Miracle,” Review of International Political Economy, Vol. 6, No. 2, Summer, pp. 133-65.

Unger, Brigitte and Frans van Waarden (1999) “Interest Associations and Economic Growth: A Critique of
Mancur Olson’s Rise and Decline of Nations,” Review of International Political Economy, Vol. 6, No.
4, Winter, pp. 426- 67

Wade, Robert (1990) -
Industrialization (Pnncelon Prmcclon Umversny Press)
— (1996) “Japan, the World Bank, and the Art of Paradigm Maintenance: The East Asian Miracle in
" Political Perspective,” New Left Review, No. 217, May/June, pp. 3-37.

and Frank Veneroso (1998) “The Asian Crisis: The High Debt Model Versus the Wall Street-Trea-
sury-IMF Complex,” New Left Review, No. 228, March/April, pp. 2-23.

Weeks, John (2001) “The Expansion of Capital and Uneven Development on a World Scale,” Capital &
Class, No. 74, Summer, pp. 9-30.

World Bank (1993) East Asian Miracle: Economic Growth and Public Policy (New York: Oxford University
Press).
— (1995) Trends in Developing Economies (Extract Series), Vol. 4.
— (1997) World Development Report 1997: The State in a Changing World (Washington D.C.: World
Bank).

_____ (2000) World Development Report 1999/2000: Entering the 21% Century (Washington D.C.: World

Bank).

(2001) World Development Report 2000-2001; Attacking Poverty (Washington D.C.: World Bank).

Zveglich, Joseph E., Yana Van Der Meulen Rodgers, and William M. Rodgers (1997) “The Persistence of
Gender Eamnings Inequality in Taiwan, 1978-1992," Industrial and Labor Relations Review, Vol. 50,
No. 4, July, pp. 594-609.




Copyright © 2003 EBSCO Publishing



